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Charter Schools in Washington State: A Financial Drain or Gain? 



The pending Referendum 55 (R-55), allowing for the emergenee of charter schools in 
Washington State, raises questions about the overall fiscal impact of these new public schools at 
the state and local levels. Specifically, what potential benefits or losses might the State of 
Washington and local school districts expect if Referendum 55 passes? 

Utilizing examples from the research and other states where charter schools exist, this paper 
discusses fiscal implications for the State and finds that: 

1) Charter schools will lead to modest increases in state spending. The state Office of Financial 
Management (OFM) estimates a state cost of approximately $14 million over next five years, 
primarily due to an expected enrollment of formerly disenfranchised students into the public 
schools.' 

• Asa point of comparison, proposed Initiative 884 (to create an Education Trust 
Fund) is estimated to cost taxpayers $4.7 billion over the next five years. 

• The estimated additional annual cost to the state as a result of R-55 in 2006 would 
represent .03 percent of total state spending on K-12 education in 2003,^ or $1 of 
the total amount (approximately $5,000) the State spends per student annually. 

• Charter schools would likely attract new federal resources to the state totaling an 
estimated $13.5 million over five years. 

2) The impact on individual district budgets is likely to be small given the legislation’s limit of 
45 new charter schools in the state over the next six years. 

3) The impact of students transferring to charter schools will likely have a small effect on district 
budgets compared to the normal enrollment shifts districts face presently as students transfer to 
new schools outside of their boundaries. 
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• As an example, in order for the impaet of eharter schools to meet or exceed that of 
regular shifts in enrollment (assuming the number of transfers in 2003-04 was 
typical), Seattle School District would have to approve about 19 charter schools next 
year, an impossibility given the legislated limit of five new charter schools per year. 

• Transfers to charter schools are likely to grow gradually enough to allow school 
districts to plan for them just as they do now when students participate in open 
enrollment and inter-district transfer programs. 

4) School districts are allowed to keep up to 3% of a charter school’s state and local funds to 
compensate for any additional oversight responsibilities. 

The three sections of this paper provide an overview of how charter schools in Washington 
would be funded, followed by discussions of the fiscal implications at the state and local level if 
the charter law passed by the Washington Legislature in 2004 is implemented as planned. 

I. How Charter Schools Would Be Funded in Washington State 

The charter school bill passed by the Washington Legislature in 2004 (now on hold pending the 
referendum) aims to broaden public school options for all students. Charter schools are public 
schools, and as such, serve public school students. When a student transfers between public 
schools (e.g., goes to a non-neighborhood school or to another district), state funds follow that 
student from one school to the next. The apparent intent of the charter law is to allow for that 
same transfer of money from one public school to another — for the money to follow the child to 
a charter school. 

“State funding for charter public schools would be provided in the same manner as other 
public schools. As students already enrolled in the public school system move to charter 
schools, student instructional and other costs would shift and associated state revenue 
would be reallocated.”^ 
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Public schools in Washington are funded via a eombination of state, loeal, and federal funds. 
Approximately 85% of sehool distriets’ operating budgets are funded by state and federal 
sourees. The remaining 15%-25% (depending on the distriet) of operating budgets are funded 
through loeal property tax levies."* Funding for capital construction and renovation is not 
ineluded in general operating budgets. These funds are raised by sehool distriets at the loeal 
level, typically through voter approved bond referendums and loeal tax inereases. 

Charter sehool applieants in Washington would be required to go to their loeal sehool distriet 
first to request to open a eharter sehool. If the distriet denies the applieant’s request, the applieant 
ean apply to beeome a eharter sehool sponsored by the Offiee of the Superintendent of Publie 
Instruetion (OSPI).^ Table 1 lists sourees of publie K-12 funding for operations and eapital 
outlay and indicates the types of funding eharter schools would be eligible to reeeive under 
Referendum 55. 



Table 1: Sourees of Funding for Charter Sehools 

(An X indicates that the charter would be eligible for that type of funding) 



Type of Funding 


OSPI sponsored charter 
school 


District-sponsored charter 
school (approved after 
passage of local levy) 


District-sponsored charter 
school (included in local 
levy) 


State General Funds 


X 


X 


X 


Loeal Levies 






X 


Faeilities (capital outlay) 




maybe (at discretion of 


maybe (at discretion of 






district) 


district) 


Federal Categorical 


X 


X 


X 


Funds 








Federal Charter School 


X 


X 


X 


Grant Funds 









All eharter sehools would be eligible for state general edueation funding on a per pupil basis and 
some federal eategorieal and eharter-sehool speeifie dollars. However, eharter sehools sponsored 
by the OSPI would not reeeive loeal levy or eapital outlay funds. Distriet-sponsored eharter 
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schools might be eligible to reeeive loeal funds if the levy was approved after the charter sehool 
opened. And, at the diseretion of the district, charter sehools eould be ineluded in eapital 
eonstruetion requests and projects (however, the trend nationally has been to fund charter sehool 
faeilities efforts only when mandated). Therefore, OSPI eharter sehools would reeeive less total 
government funding on a per pupil basis (about 85% of what their non-eharter peers reeeive), 
while distriet-sponsored eharter sehools may reeeive the same or less than their non-eharter 
eounterparts, depending on when their eharter is approved. And most likely, few of the eharter 
sehools would reeeive additional funds for faeilities. 

II. Fiscal Implications at the State Level 

As a result of eharter sehools, the State of Washington may realize new eosts in two areas: (1) 
new student enrollment and (2) eharter sehool oversight & evaluation; however, it will also 
experienee increased revenues from federal sourees. 

New Student Enrollment 

Charter sehools often attraet students from private or home sehool settings for whom the publie 
sehool system previously did not provide suffieient options. Therefore, as new eharter sehools in 
Washington open, the number of students entering (or re-entering) the public school system will 
likely grow, resulting in an inerease in overall state edueation spending. Table 2 below displays 
the Offiee of Finaneial Management’s cost estimates based on the total number of new students 
entering the public system to attend eharter sehools (versus those transferring from a publie 
sehool to a publie charter school), and related new state spending for the first five years of 
eharter sehool growth and implementation in Washington State. 

Based on these estimates, the State will see its spending on publie edueation increase by 
approximately $12.7 million dollars (of a total $14 million in expeeted new state spending) over 
the first five years as a result of new students entering the public schools to attend eharter 
sehools. Therefore, the increase in funding is not for a new program to serve existing publie 
sehool students like most sehool reform efforts (e.g., elass size reduetion). Instead, the inerease 
in funding is for students who have returned to publie edueation. 
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Table 2: OFM’s Estimate of New Student Enrollment Impact on State Spending 



Fiscal Year 


Amount 


2005 


$0 


2006 


$1,298,000 


2007 


$2,310,000 


2008 


$3,752,000 


2009 


$5,438,000 


Total 


$12,798,000 



When creating these figures, the state made the following assumptions: 

• Twelve percent of students attending charter schools would come from private/home 
school settings and be new to the public school system. This number might be a bit 
high since the majority of charter schools in Washington will be serving low income 
and minority students, the majority of whom have been in the public system not in 
private or home school settings. 

• As the number of charter schools increases in the state, the average size of a charter 
school decreases (e.g., 193 students on average in 2006 versus 183 students in 2009). 
These estimates are a bit lower than the national average of about 230 students per 
charter school.^ In general, charter schools tend to be small schools and serve more 
students at the elementary level than at the middle and high school levels (although 
this is beginning to change as an increasing number of charter high schools are 
opening nationwide). 

• Some charter schools would be pre-existing district-run schools that converted to 
charter status. The state anticipated three such conversions in 2006, four in 2007, six 
in 2008, and eight in 2009. 

• Based on the state’s estimates, the average state general funding per pupil would be 
$5,356 (2006), $5,431 (2007), $5,518 (2008), $5,645 (2009). 
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State Charter School Oversight & Evaluation 

As discussed above, charter schools in Washington could be approved by either their local 
school district or in some cases OSPI. With this new responsibility come increased costs in staff 
time and other expenses for OSPI. The legislature recognized this cost increase and allocated 
$130,000 per year to support OSPI’s charter school efforts. Furthermore, the legislature provided 
funding for research and evaluation of the charter schools so that it could monitor the schools’ 
progress for the first three years ($65,000 in year one, $122,000 in year two, $123,000 in year 
three). ^ 

Offsetting Revenues 

Washington is likely to receive approximately $2.75 million in new funding per year from the 
U.S. Department of Education if the charter law is upheld.^ Most of this money will support 
individual charter schools engaged in start-up activities. Flowever, a portion of this funding may 
be used by the OSPI to cover costs associated with managing the federal charter school program 
at the state level (e.g., reviewing application for funding, allocating funding, monitoring use of 
funds). So, while the State expects to see an increase in spending obligations of just over $14 
million (over five years), due to new students entering the system, it will also likely realize an 
increase in federal funding of approximately $2.7 million each year to support public education 
in charter schools, equaling $13.5 million over five years. 



Summary of Total Expected State Fiscal Impact 

Table 3: Total New State Expenditures (Source: OEM 2004) 
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FY2006 


FY2007 


FY2008 


FY2009 


5 Year Total 


State Spending for 
new enrollments 


$0 


$1,298,000 


$2,310,000 


$3,752,000 


$5,438,000 


$12,790,000 


State ageney 
oversight/ admin 


$171,000 


$169,000 


$189,000 


$198,000 


$209,000 


$936,000 


Evalnation 


$65,000 


$122,000 


$123,000 


$0 


$0 


$310,000 














$14,038,000 
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Ill, District Level Fiscal Implications 



Similar to the discussion regarding state costs, charter schools may impose costs on districts via 
changes in student enrollment and new oversight requirements. 

Since the charter law is set up to allow districts to opt-out of sponsoring a charter school, some 
of the costs associated with district sponsorship of charter schools discussed here will be 
voluntary. 

Planning & Budgeting for Enrollment Shifts 

Plaiming for shifts in enrollment is a normal part of public school district management. Seattle 
School District enrollment has gone from nearly 100,000 students in 1962 to approximately 
47,000 students today.^ Charter school enrollment will be another enrollment factor for districts 
to consider in their short and long-term planning. 

As such, districts in Washington will want to budget for enrollment changes attributed to charter 
schools just as they budget for shifts in student enrollment when students transfer to schools 
outside of the district or opt to attend a different school within the district. Table 4 displays the 
Office of Financial Management’s estimates for state dollars that will likely move from school 
district budgets to charter school budgets due to students transferring into charter schools from 
existing public schools. 

Table 4: OFM’s Estimated Reallocation of Existing Funds Due to Charter School Transfers 
Note : these figures are not new dollars but a reallocation of existing dollars (money following students from one 
public school to the next just as it works now when students transfer to other schools outside their home district). 





2006 


2007 


2008 


2009 


Reallocated Funds 


$9,696,000 


$16,845,000 


$27,127,000 


$39,094,000 



A financial firm in Colorado recently examined enrollment shifts, and the subsequent impact of 
charter schools, in a large suburban district. Their conclusion: 



8 




“The net fiscal impact on the school district from declining enrollment, due to charter 
schools or other factors, depends on its level of prudent fiscal planning and budgeting. 
There is not an absolute “cost” of charter schools, but rather a reallocation of districts’ 
resources, the impact of which is dependent upon a variety of factors including prevailing 
demographic trends, prudent advance planning by the district and specific features of the 
relationship between the charter schools and the district.”'*’ 

The State estimates that 7,680 students statewide will be enrolled in charter schools in the year 
2009. Of those, 6,893 students will likely transfer to a charter school from a district run public 
school (the remainder will be new to the system from private or home school settings). 

These rates of student movement are smaller than those districts now experience due to 
residential moves and transfers to private schools. Table 5 provides data on the number of 
students who transferred out of three Puget Sound school districts during the 2003-2004 school 
year. 

Table 5: Number of Students that Transferred to Schools Outside of their Home District in 
Seattle. Highline, and Everett in 2003-2004 



District 


# Student Transfers 


Seattle 


3,787 


Highline 


2,650 


Everett 


234 



These changes are offset at least in part by in-migration to the district, by students from other 
Washington districts or from outside the state. However, new students often move in to 
neighborhoods other than those left by students departing the district. That is in large part why 
Seattle, for example, has overcrowded schools in its south end and under-enrolled schools in the 
north. 

Charter schools located in Seattle’s north end would likely attract many of the students now 
leaving Seattle schools, thus reducing the net loss of students to charters from the Seattle school 
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district. Charter schools located in the south end would likely attract students from crowded 
schools, thus reducing future demand for new faeilities. 

No one can say for sure how charter sehools will affeet enrollment in existing Seattle publie 
sehools. It is elear, however, that student movement for other reasons will dwarf the numbers of 
transfers into eharters. 

Consider the following as an example of how charter schools in Seattle could have a positive 
effect on enrollment: 

Assume that the Seattle School Board sponsored 20 pereent of the state's charter schools 
(approximately 9 schools), each serving 200 students for a total enrollment of 1,800 
students in eharter sehools by 2009. If 300 existing Seattle Publie School students 
enrolled in charter schools for each of the next 6 years and 10 pereent of the students 
already leaving Seattle sehools opted to remain in the district and enroll in eharter sehools 
(378 students based on the data provided in Table 5), Seattle would not suffer any loss in 
enrollment. Instead, it would experience a gain of 78 students. 

In other ways, districts may realize finaneial benefits by chartering schools. Because districts are 
not required to provide facilities for eharter sehools, chartering can allow a district to reduce 
overerowding in eertain neighborhoods. In Florida and Minnesota, for example, eharter sehools 
have contributed significantly to the reduetion of school crowding." Chartering sehools also can 
allow districts to tap into new sources of public and private dollars for sehool start-up (money 
that isn’t available to start other types of publie schools) such as federal charter school grants and 
private contributions from foundations (e.g.. Gates Foundation, Walton Family Foundation). 

In any event, Washington sehool districts should be able to examine their strategies for 
budgeting and reallocating for enrollment shifts, as they do now, so that if shifts oecur later due 
to charter sehool growth, the districts can plan accordingly. An examination of charter funding in 
Pennsylvania by the Pennsylvania Economy League emphasizes the advantage of long-term 
planning in order to integrate charter sehools into the School District of Philadelphia. Doing so. 
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they argue, ean alleviate some of the negative finaneial impaets that surfaee when strategie 
planning is ignored or delayed.'^ 

District Charter School Oversight 

As is the ease with the OSPI, the responsibility of sponsoring a eharter sehool results in 
inereased time and resourees being spent within a sehool distriet. Where these eosts are 
inadequately funded, distriets are less likely to want to grant a eharter to a sehool.'^ In 
reeognition of these eosts, the eharter sehool law passed by the Washington legislature permits 
distriets to keep up to 3% of the state revenue per eharter sehool student to eover expenses 
assoeiated with eharter sehool oversight. This pereentage of funding for oversight is eomparable 
to what is allowable for sponsors in other states.'"* 

Summary of Projected District Impact: 

• Given the relatively small total number of new eharter sehools allowed statewide over the 
first six years (45), enrollment shifts within any one distriet that may be attributed to eharter 
sehools will be minimal eompared to those most distriets presently experienee when students 
transfer to sehools in other distriets. 

• Some distriets may realize finaneial benefits due to eharter sehools. For example, high 
growth distriets may use eharters to alleviate sehool overerowding. 

• Distriets that sponsor eharter sehools will need to dedieate staff time and resourees to support 
the integration of these new publie sehools into the distriet. Up to 3% of eaeh eharter sehool 
student’s state funding may be used to support aetivities related distriet oversight of eharter 
sehools. 
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